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~AT&T
Robert W. Quinn, Jr. Suite 1000
Federal Government Affairs 1120 20th Street NW
Vice President Washington DC 20036

202 457 3851
FAX 202 457 2545

May30, 2002

ElectronicFiling
Ms.MarleneDortch
Secretary
FederalCommunicationsCommission
~ l2~’St., SW, RoomTWB-204
Washington,DC 20554

Re: FCC SeeksCommentOnAT&T Requestto Contributeto UniversalService
BasedonProjectedRevenues.CC DocketNo. 96-45,DA No. 02-376

Federal-StateJointBoardonUniversalService,CC DocketNo. 96-45; 1998
BiennialRegulatoryReview— StreamlinedContributorReportingRequirements
AssociatedwithAdministrationofTelecommunicationsRelayService.North
AmericanNumberingPlan LocalNumberPortability andUmversalService
SupportMechanismsCC Docket98-171,TelecommunicationsServicesfor
Individualswith ReanngSpeechDisabilitiesandtheAmencanswith Disabilities
Act of 1990 CC DocketNo 90-571,AdmimstrationoftheNorthAmerican
NumberingPlanandNorthAmencanNumberingPlanCostRecovery
ContributionFactorandFundSize CC DocketNo 92-237,NSD FileNo L-00-
72, NumberResourceOptimization CC DocketNo 99-200,TelephoneNumber
Portability CC DocketNo 95-116,andTruth-in-Billing andBilling Format CC
DocketNo. 98-170

DearMs. Dortch:

On Wednesday,May29, 2002, JoelLubin andI metwith KatherineSchroder,Diane
Law Hsu,Eric Binhom,andPaulGarnett,all oftheWireline CompetitionBureau. During the
courseofthatmeeting,westressedtheneedfor theCommissionto grantAT&T’s requestto, on
aninterimbasis,contributeto universalservicebasedonprojectedrevenuesasafirst step
towardsreformingtheuniversalserviceassessmentandcollectionmechanism.We highlighted



the factthatthe currentassessmentmechanism(whichassessesAT&T, andconsequently
AT&T’s customers,basedon six-montholdrevenuedata)resultsin AT&T’s customersbearinga
disproportionatelyhighershareoftheuniversalservicecontributionin the long distance
marketplace.Thatfactis reflectedin thecurrentAT&T collectionrateof 11.5%versusother
carriersin themarketplacewhosecollectionratesaresignificantlylowerduesolelyto thefact
that theirinterstaterevenuesareincreasing. Wereiteratedthatthecurrentassessment
mechanism,whichbasesassessmenton (six-monthold) interstaterevenues,is irretrievably
broken. AT&T’s waiverwould representa first stepat addressingthecurrentinequitable
mechanism,but thatit shouldbeonly afirst step.

We stressedtheneedfor theCommissionto alsopermanentlyfix theuniversalservice
contributionmechanismby adoptingaperconnectionassessmentmethodologyconsistentwith
AT&T’s andothercarrier’scommentsassoonaspossibleforimplementationonJanuary1,
2003. Theattacheddocumentsweredistributedanddiscussedduringthemeeting.

Thepositionsexpressedby AT&T wereconsistentwith thosecontainedin theComments
andexpartefilings previouslymadein the,aforementioneddockets. Oneelectroniccopyofthis
Noticeis beingsubmittedfor eachofthereferencedproceedingsin accordancewith the
Commission’srules.

Verytruly yours,

Enclosures
cc: KatherineSchroder

DianeLaw Hsu
Eric Binhom
PaulGamett



An Illustrative Attribution AnalysisoftheCurrent FederalUSFMechanisms
-- As~eàsmentVs.RecoveryRates’

Quarterly AssessmentMechanism
BaselineAssumptions:

.

A Contribution Factor 6.81% AsPublishedby theFCC/USACThroughFCCSQuarterlypublicNotices

.

B

.

USFAssessmentBase

.

$ 100,000,000

AsReportedByTheTelecommunicationsCarrierToTheUS~CinTheirForm499Q. Noter
RevenuesReportedmACarrier’s 499QindudesTheirInter$tateandInternationalRetailRevenues

PlusTheirUSFCollectionForAnyGivenQuarter.

C = A * B USF Obligation 6,8io,ooo

Quarterly RecoveryMech~misms

Recovered
Recoverp.jRate Recove~jBase Amount Remarks

I) No Lag/NoAdjustments 6.8i% $ 100,000,000 $ 6,8io,ooo Recoveiy=Assessment

E

.

LineD AdjustedTo
ExcludeUSFRevenues

.

.

7.49%

.

$ 90,909,091

.

.

$ 6,Sio,ooo

Assuminghistoricalrecovetyrateas10%
andnon-USFrevenueasR.
ThenR+(R*.lo) = $100,000,000
or R~($ioo,ooo,ooo/i.i) —$90,909,091.
~ SEENOTEBELOW.

F

.

LineEAdjustedfor
UncollectibleRevenues

•

.

7.89% $ 86,363,636

•

$ 6,810,000

Assumirg5%Uncollectibles— USFcharges
will n~tbecollectedfrom5%oftherevenue
base e, . ‘io~.bff/ ,c .

G

.

LineF Adjustedfor
DecliningRevenueBase
(I.e. LagEffect)

.

10.51%

.

.

$ 64,772,727
.

$ 6,8io,ooo

Assumingrevenueshavedeclinedby~~
overthepast6 months.Asaresult,USF
obligationwill berecoveredfromasmaller
revenuestream.

H
LineGAdjustedfor

UnbillableRevevenues ii.68%
.

$ 58,295,455
.

$ 6,8io,ooo
~ssun~j~ 10% Unbillables—10% ofthe
revenuebasecannotbebilledUSFcharges

NOTE:ATelecommunicationCarrier’sReportedRevenueIncludedTheirUSPCollectionDuringThatPeriod.In OrderToEstimateandBa~k.OutThoseUSFRevenuesOneNeedTo
UseTheirRecoveiyRateForThatHistoricalPeriod.For ThisAnalysisIt IsAssumedToBe10%.

File: 1-15-2002_UPDATED...fllUStratIVeExampleof11SFRecoveiyandMsessme~tRates
Worksheet:Illustrative Example

Date: 1/15/2002
AT~L&PP



An illustrativeAttdbution Analysisof the Current Federal USFMechanisms
-- AssessmentVs. RecoveryRates

. Quarterly AssessmentMechiinism
BaselineAssumptions:

A ContributionFactor 6.8i% AsPublishedby theFCC/U~ACThmughFCC’sQuarterlyPublicNotices

.

B 11SFAssessmentBase $ 100,000,000

As ReportedByTheTelecommunicationsCarrierTo The USACIn Their Form 499Q. Note:
RevenuesReportedInACarrier’s499QIncludesTheirInterstateand InternationalRetailRevenues

PlusTheirUSPCollectionFor AnyGivenQUarter.

C = A * B 11SFObligatiori $ 6,810,000 ExpectedUSACsQuarterlyBilhingToThatTelecommunicatjoncar~jer

Quarterly Rec

.

.

D No Lag/NoAdjustments
~

.

LineD AdjustedTo
E ExcludeUSFRevenues

overyMechanis

~

Recover!jRate

6.81%

.

7.27%

ms -- WITH INC

RecoveryBase

$ .100,000000

$ 93,624,192

REASING

Recovered
‘Amount

$ 6,81o,00o
.

.

$ 6,810,000

REVENUEBASE

.

Remarks
Recoveiy=As$ssment

Assuminghistoricalrecovelyrateas10%
andnon-USFrevenueasR.
ThenRi~(R*.o681)= $100,000,000
or R= ($ioo,000,ooo/i.o68i)
=$9p624,192J~sEENoTEBELow.

AssumingreveüueshaveINCREASEDbyLine B Adjusted for .~ . 20% overthepast6months.Asaresult,

Increasing RevenueBase . USFobligation~wiIlberecoveredfroma
F (I.e. LagEffect) . 6.o6% $ .112,349,031 ~$ 6,8io,ooo HiGHERrevenuestream.

• . . Assuming1% Uncoliectibles— USFcharges
Line FAdjusted for . . will not becoil~ctedfromi% oftherevenue

G UncollectibleRevenues 6.38% $ 106,731,579 $ 6,8io,ooo base
Assuming0% l~Jnbillables— NO

LineGAdjusted for. .. . REVENUESSHOULDBEEXCLUDED

H Unbifiable Revevenues . • 6.38% $ 106,731,579 $ 6,810,000 FORUN-BILÜBL!S

NCIrE ATelecommunicatlonCarrier’sReportedRevenueIncludedTheirUSFCollectionDurlngThatPeriod.In OrderTo EstimateandBack-OutTh~iseLISP RevenuesOneNeedTo
UseTheirRecoveryRatePorThatHistoricalPeriod.ForThisAnalysisIt IsAssumedToBe~8i%.

II USFAMO1~NTOVERCOLLECIEDPERQUARTERBYThISC&RRIERIFWEYUSEUSAC!1RATFSOF6.81%- I $ 45L421

Vile: l~l5~20O2_UPDATED_IllUSfratWeExampleofUSFRecoveryandAssessmentRates . Date: 1/15/2002
AT&TL&PP



OPERATIONALIZING AT&T’s WAIVER REQUEST
EffectiveJuly 1, 2002for 3rd Quarterwith 1/1/03 Implementation of CoSUSProi~osal

• AT&T files projectionsofrevenuesfor the3rdQuarterof2002with USAC (Prospective499Q)— 5/21/02

• FCC grants AT&T waiver by May23, 2002

• USAC calculatestherevenueassessmentratefor the3rdQuarterof2002by dividing theprojectedUSFfundingrequirements
bytherevenuebaseadjustedto removeAT&T historicalrevenuesandreplacewith AT&T projectedrevenUesforthe3rd
Quarterof 2002— May 23, 2002.

• USAC bills respectiveCarriersbasedon theirsubmissionsaccordingto thecurrentbilling schedule— July ~5,August15, and

September15

• All carriersremit contributionsaccordingto currentpaymentschedule— August15, September15, andOctober15

• CarriersFile Form499-Qwith USAC— August1, 2002
- AT&T filesprojectionsof

4
th Quarterin additionto itshistorical2’~’Quarterrevenues.

• USAC calculatestherevenueassessmentrateforthe4th Quarterof2002by dividingtheprojectedUSF ftitiding requirements
by therevenuebaseadjustedto removeAT&T historicalrevenuesandreplacewith AT&T projectedrevenUesfor the4th
Quarterof2002— September6,2002.

• USAC bills respectiveCarriersbasedontheir submissionsaccordingto thecurrentbilling schedule— October15, November

15, andDecember15

All Carriersremit contributionsaccordingto currentpaymentschedule— November15, December15, andJanuary15

• CarriersFile Form499-Qwith USAC basedon 3R~Quarterhistoricalrevenues—November1, 2002



OPERATIONALIZING AT&T’s WAIVER REQUEST
EffectiveJuly 1, 2002 for 3rd Quarter with 1/1/03Implementation of CoSUSProposal

(cont’d)

• FCCIssuesOrderregardingCoSUSProposal— December16, 2002

FCCissuesapublic noticecontainingall theinitial assessmentratesofCoSUSProposalto beeffective1/1~03’—December30,
2002
- Residencewirelessandwireline, Singlelinebusiness,andWirelessbusinesscustomerswould beassignedan-assessmentrateof$1 permonthper
line/number
- Lifeline customerswouldbeassigned$0
- Pagerswould beassigned$0.25pernumberpermonth
- SpecialAccessandPrivateLine serviceswouldbeassessedat4thQuarterrevenue-basedassessmentrate
- TheswitchedMuhulinebusinessratewouldbe calculatedasaresidualby takingUSAC’sprojectedsizeofthefederalUSF furiding requirementfor the
1stQuarterof2003,increasethatestimateby afactortocreateareserveagainsttheinitial USFassessmentsnot collectedandrenittedby the
contributors,2subtractingtheestimatedrevenuesto becollectedfrom residentialandsinglelinebusiness,non-pagingCMRS,pagingandspecial
access/privateline, anddividingby theadministrativeestimateofswitchedMultiline businesslines.

• Carrierscontributeto USFbasedonacollectandremitbasis—February28th,March3O~’,April 30th
- Carriers apply USFto monthly billings for January,February,andMarch
- Carriers remit USFreceiptsto USAC onFebruary 28th, March 30th, andApril 30th

• Continuequarterlyuntil implementationofPost-transitionphaseofCoSUSProposal

For the4thQuarter,the estimatesfor line countsandrevenuesfor all customerclassificationswouldbebasedon theCommission’sanalysesofvarioussources.

TheproposedForm499-Misnot expectedtobeavailablefor settingtheinitial assessmentrates.
2 Thiswouldreplacetheexistingreserveforamountsuncollectiblefromcontributors. It wouldbeprudentfor theCommissionto establishasmallreserveto

covertheinitial adjustmentsforuncollectiblesundercollectandremit.



OPERATIONALIZING AT&T’s WAIVER REQUEST
Effective July 1, 2002 for 3fl~Quarter with 1/1/03 Implementation of CoSUSProposal

(cont’d)

• True-upMechanism3
- Appliedin 1stQuarter2003

- USAC comparesAT&T projectedrevenuesfor3rdQuarter2002with actualrevenuefrom Novemberl’~Form499-Q
- USAC calculatesthe AT&T (plus/minus)adjustmentto the3rdQuarterassessmentbasedonthe differencebetweentheprojectedrevenuebaseand
actualrevenuebase.
- USACappliestheAT&T adjustmentasanincrementtothe 1stQuarter2003 USF fundingrequirement4

- USAC settleswith AT&T basedon thedifferencebetweentheirprojectedrevenuesfor the3rdQuarterandtheiractualrevenu~sfromtheirNov l’~
Form499-Q.

3True-upsareapplicabletoanyquarterfor whichusfassessmentsarebasedoncarrierprojected,data. Adjustmentsaremadetotheusf~issessmentsforthe
secondquarterfollowingthe quarterthatisbasedonprojecteddata,i.e., the3rdQuarter2002assessmentsare“trued-up” in the 1stQuarter2003,usingthe
November

1
g Form499-Q,andthe

4
th Quarter2002assessmentsare “trued-up” in the2’~Quarter2003,usingtheFebruary

1
g Form499rQ•

4jç AT&T actualrevenuesfor the 3rdQuarterexceededtheprojections,thenthe1stQuarter2003USF funding requirementcanbelowe~edasthedifferencewill
bemadeup by USACsettlementswith AT&T. If theprojections for the3rdQuarterexceededAT&T’s,actualrevenues,thenthe1stQu~rter2003USF funding
requirementmustberaisedto reimburseAT&T, whooverpaidin the 3n1Quarter. ‘
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~ -~AT&T
RobertW. Quinn, 1Jr. , Suite 1000
Federal Government Affairs ‘ . 1120 20th Street NW
Vice President & Director Washington DC 20036

202 4573851
FAX 202 457 2545

May 15, 2002

VIA ELECTRONICFILING

Ms. MarleneDortch
Secretary
FederalCommunicationsCommission
~ 12~”Street,SW, RoomTWB-204
Washington,‘DC 20554 ‘

Re: Noticeof Ex PartePresentation:
FCCSeeksCommentOnAT&TRequestto Contributeto UniversalServiceBasedon
‘ProjectedRevenues,CC DocketNo. 96-45,DA No.02-376.

Federal-StateJoint Board on Universal Service,CC Docket No. 96-45; 1998Biennial
RegulatoryReview— StreamlinedContributor ReportingRequirementsAssociatedwith
Administrationof TelecommunicationsRelayService,North AmericanNumberingPlan,
Local NumberPortability, and UniversalServiceSupportMechanisms,CC Docket No
98-171,TelecommunicationsServicesfor Individuals with Hearing SpeechDisabilities
and theAmericanswithDisabilitiesActof 1990,CC DocketNo 90-571,Administration
of the North AmericanNumberingPlan and North AmericanNumberingPlan Cost
RecoveryContributionFactor andFund Size,CC Docket No 92-237,NSD File No L-
00-72, Number ResourceOptimization CC Docket No 99 200, TelephoneNumber
Portability, CC DocketNo 95-116,andTruth in-Billing andBilling Format,CC Docket
No 98-170

DearMs Dortch

AT&T Corp (“AT&T”) respectfullyurgestheCommissionexpeditiouslyto grant
AT&T’s December 13, 2001 requestfor a waiver of the universal service fund (“USF”)
contributionrules to addresstheprofoundanticompetitiveharmscausedby theUSF “lag” in the
long-distancemarketplace Therecanbe no seriousdisputethat there is a systemicproblem
with the contribution rules, causedby the facts that contributionsare baseduponprior period
‘revenuesthat for manycarriersarevastlydifferentfrom currentperiodrevenues.This “USF lag”
hascausedAT&T’s USF contribution obligationsto grow substantiallyrelativeto its revenue
base, while at the same time, causingthe USF contribution obligations of other carriers,

1 SeeLetter FromRobertW. Quinn(AT&T) to MagalieRomanSalas(FCCSecretary),Proposed

First Quarter 2002 Universal Service Contribution Factor, CC Docket No. 96-45 (filed
December13, 2001)(“Waiver Request”).



including AT&T’s fastest growing competitors, the regional Bell Operating Companies
(“RBOCs”), to remainfar less than is appropriategiven their largeand growingrevenuebases.
As a result of this knownbias in the Commission’sUSF contributionrules,AT&T is put at a
severeeconomicdisadvantagerelativeto its competitors,and AT&T’s more than 50 million
residential customersbear a disproportionatelygreater burden than do other residential
customers.

Granting AT&T’s waiver requestwill have substantialpublic interestbenefits.
Residential customers immediately will experiencean average reduction in their USF
contributionsratesof at least0.40 percentagepoints (this representsapproximatelya 4 percent
reduction from the current averageresidentialrecovery rate). In addition, all residential
customerswill furtherbenefit becausea grantof AT&T’s waiverwill helprestorea level long-
distanceplaying field. Becausethe fundamentalindustry changesthat causeAT&T’s universal
servicecontributionsto be soinflated aresystemic,not transient,andfall so disproportionately
on AT&T and its customers,the special circumstancesthat justify a waiver areclearlypresent
here. ‘Thereis no question,therefore,that a grantof AT&T’s requestfor a waiver is appropriate
and should be grantedpromptly. And, as demonstratedbelow, prompt implementationof
AT&T’s waiver is a straightforwardmatter of computingAT&T’s third quartercontribution
factorbasedon AT&T’s projectedrevenuesfor that quarter,ratherthan on AT&T’s revenues
from prior quarters,with any errorsin AT&T’s projectionssubjectto aneasilyimplementedtrue-
upmechanism.In otherwords,thewaiverrequestcanreadilybeintegratedinto theexistingUSF
assessmentprocess.

I. A GRANT OF AT&T’S WAIVER REQUEST IS N THE PUBLIC INTEREST.

A grantof AT&T’s waiverrequestwill resultin immediatesavingsto the average
interstatecustomer. Absenta waiver, AT&T’s third quarterUSF recoveryfaôtorwill be about
‘12.4percentof its third quarterrevenues.But if AT&T’s requestfor awaiveris grantedAT&T’s
third quarterrecoveryfactor— thepercentthatAT&T interstateresidentialcustomerscontribute
to universalservice— will fall by 2.0 percentagepoints (to 10.4 percentof AT&T’s third quarter
2002 revenues).2Consequently,over 50 million residentialcustomerswill seea 2.0percentage
point reductionin theuniversalservicefeethat appearson theirlong-distancetelephonebill

Of course,asexplainedby AT&T in its waiverrequest,a grantof that waiverwill
result in a slight increasein the USF contribution factor for all other interstatecamers In its
December13, 2001 WaiverRequest,AT&T explainedthat areasonableestimateof that increase
in the contribution factor for other carriers is 0 2 percentagepoints However, given the
continueddeclinein AT&T’s marketsharesinceAT&T initially filed its requestfor awaiver,the
increasein that contributionfactor is now closerto 0.3 percentagepoints. Thus, assumingthat
thethird quarter2002contributionfactor would be 8.16 percentif AT&T’s waiverrequestwere
denied,that contribution factorwould increaseto 8.46 percentif AT&T’s waiver requestwere
granted. The 2.0 percentagepoint decreaseenjoyed by over 50 million ‘AT&T residential
customersoffsetsthe 0.3 increasethat Other carriersareassumedto passon to theircustomers.

2 Thesefiguresarebasedon AT&T’ s bestestimateof thecontributionfactor. Thesefigureswill

be revisedaftertheCommissionfinalizestheactualcontributionfactorsin June.



In fact, the averageresidentialUSF recoveryrate will fall by 0.40percentagepoints.3 See
Exhibit 1.

In reality, however,RBOCs andothercarriersthat benefitfrom theUSF lag will
not haveto — andshouldnot — passonany increasesin theirUSF contributionsto their interstate
customers,becausethesecarriers’ quarter-to-quarterrevenueincreasesare likely to more than
makeup for the slight increasein the contributionfactor. Indeed,many of thesecarriersare
likely alreadyoverrecoveringtheirUSF contributions. Thus,if the CommissiongrantsAT&T’s
waiverrequest,andthat waiverresultsin a small increasein thecontributionfactor,therewould
be no legitimatejustification for the RBOCsto reflect that increasein theirend-useruniversal
servicerates.4

Evenasidefrom theseimmediateconsumerbenefitsof a grantof AT&T’s waiver,
customers also would benefit from increased wireline long-distance competition. As
demonstratedby AT&T in its December13 Waiver Request and in its April 22, 2002
ReplyComments, the current USF contribution mechanismdistorts wireline long-distance
competitivemarketsby providingRBOCsthathavereceivedlong-distanceauthority (and other
carrierswith increasingrevenues)with a substantialcompetitiveadvantagerelative to existing
long-distanceproviders. A grant of AT&T’s waiver requestwould reducethis competitive
distortion, allowing existing long-distancecarriers to competeon more equal footing with
RBOCs.

II. SPECIAL CIRCUMSTANCES JUSTIFY A GRANT OF AT&T’S WAIVER
REQUEST.

The Commission’sstatedreasonsfor rejectingsimilar waiverrequestssimply are
not applicablehere. Prior waiverapplicantsmadeonly generalallegationsthat in a competitive
environmentthey had experiencedrevenuelossesin particular periods.. The Commission
rejectedthosewaiverrequestson thegroundsthat “annualrevenuevariationsarean inherentpart
of the competitiveenvironmentin the telecommunicationsindustry” and that “there may be

~The USF lag has the largestimpact on AT&T’s residentialcustomers. Therefore,the costs
causedby the USF lag accruedisproportionatelyto AT&T’s residentialcustomers Thus, it is
not surprisingthat, on average,all residentialcustomerswill greatlybenefitfrom thewaiver
4An exampleillustratesthis point Assumethatthereareonly two USF contributors,AT&T and
anRBOC,eachwith $500 in revenuesfor thefirst quarterof 2002 Assumefurther that theUSF
revenuerequirementfor thethird quarterof 2002 is $81.60. On thesefacts, the existing USF
contributionrulesresultin basecontributionrevenuesof $1000($1000= $500+ $500),and the
USF contributionfactorwould be8.16percent(8.16%= $81.60!$1000). TheRBOC’snominal
contributionobligationfor third quarterof 2002is $40.80($40.80= 8.16%x $500). However,if
the RBOC’s actualthird quarter2002revenuesincreaseby 5 percent(to $525)betweenthefirst
and third quartersof 2002, the amount that it actually would recoverif it passedon to its
customersan 8.16 percentUSF fee,is $42.84,or5 percentmorethanits actualUSFcontribution
obligation. Seealso Letter From Robert W. Quinn (AT&T) to Magalie RomanSalas (FCC
Secretary),ProposedFirst Quarter2002 UniversalServiceContributionFactor, CC DocketNo.
96-45(filed January16, 2002).



various circumstanceswhich causecarriersto’ experiencesuchrevenuedeclinesfrom year to
year,”but “without more, [that] .. . is [an] insufficient basisfor awaiver‘of therequirementthat
universalservicebebasedon prior . . . revenues.” SeeMemorandumOpinion and Order and
SeventeenthOrderon Reconsideration,15 FCCRed.20769,¶ 30 (1999).

AT&T’s revenuedeclines,in contrast,arenot a function of mereyear-to-year
revenuevariations,but of fundamentalstructuralchanges,including RBOC long distanceentry
and chronic shifts of traditional long-distancetraffic to new wirelessand Internet substitutes.
Thosechangeshave not resultedmerely in overpaymentsby AT&T in some years, but in
massivedislocationsbetweenAT&T’s universalserviceburden(and the,associatedburdenon
the morethan 50 million AT&T residentialcustomers)andthe universalserviceburdensof its
long-distancecompetitors. That, in turn, hascreatedseverecompetitivedistortionsthat only
acceleratethe decline in AT&T’s revenuesand therebyfurther exacerbatethe regulatory lag
problem. And, becauseAT&T hasthelargestshareof long-distancerevenues,theconsequences
of this “vicious circle” of competitivedistortionshasunquestionablyfallen principally upon
AT&T andits customers.

Thereis no questionthat AT&T hasbeenparticularly hard hit by the USF lag.
The introductionof numerousalternativesto wireline long-distanceservices(e.g., “all distance”
wirelessservices,email,andinstantmessaging)hashada substantialanddisproportionateimpact
on the revenuebaseof existing long-distancecarriers. The universalservicerevenuebaseof
traditional,non-RBOClong-distancecarriersfell by morethan $2 billion from the third quarter
of 1999 to the third quarterof 2001 (a more than 17% decline). AT&T revenue‘declines
accountedfor more than halfof that decline. On this record,therecanbeno legitimatedispute
that recentnon-marketeventshave’ artificially placedAT&T at a uniqueandseverecompetitive
disadvantageand that the Commissionmust grantAT&T’s waiver requestto restorea level
playing field. Under these“special circumstances”the Commissioncan and should grant
AT&T’s waiverrequest.

III. IMPLEMENTATION OF AT&T’S WAIVER REQUEST IS STRAIGHT-
FORWARD.

As demonstratedin AT&T’s December13 WaiverRequest,implementationof
that waiver would be straightforward AT&T will submitprojectedrevenuesfor theupcoming
quarterto USAC Thoseprojectedrevenueswill beusedby USAC, in placeof AT&T’s actual
historical revenues,to computetheUSFcontributionfactor AT&T’s quarterlyUSF contribution
will be equal to the contribution factor multiplied by AT&T’s revenueprojections for that
quarter. To the extentthat AT&T’s projectionsdeviatefrom its actualrevenuesfor thatquarter,
the amount of AT&T’s overpaymentor underpaymentcausedby that projection error will be
accountedfor by atrue-upmechanism.

A true-up mechanismcould be implementedas follows. If AT&T’ s actual’
revenues,sayfor thethird quarterof 2002,exceedits projectedrevenuesfor that quarter,thenthe
amount that AT&T contributedto the universalservice fund (basedon the lower projected
revenues)will be lessthanAT&T shouldhavecontributedto thefund(basedon its higheractual
revenues). To make up for AT&T’s underpayment,AT&T will pay USAC the difference
betweenthe amountthat AT&T should havecontributedin the third quarterof 2002 and the
amountthat it actuallycontributed. USAC would then apply that amountto the USF funding



requirementfor the first quarterof 2003, therebyloweringtheamountthat needsto becollected
forthat period.5

A similar approach’will beusedif AT&T’s actualrevenuesfor thethird quarterof
2002 are lowerthan its projectedrevenuesfor that quarter. In that case,the amountthat AT&T
contributedto the universalservicefund(basedon the higherprojectedrevenues)will behigher
thanAT&T shouldhave contributed(basedon its lower actual revenues),and the rest of the
universal service fund contributorswill have underpaid. To compensateAT&T for this
overpayment,USAC will increasethe USF funding requirementfor the first quarterof 2003 in
orderto reimburseAT&T for its thirdquarter2002 overpayment.

I havesubmittedoneelectroniccopy ofthisNoticein accordancewith Section1.1206ofthe
Commission’srules.

Sincerely,

cc: ChairmanMichaelPowell
Kyle Dixon
CommissionerKathleenAbernathy
MatthewBrill
CommissionerMichaelCopps ‘ ‘ ‘ ‘

JordanGoldstein
CommissionerKevinMartin
DanielGonzalez
DorothyAttwood
Carol Mattey
JessicaRosenworcel
Katherine Schroder ‘

Eric Einhom
Anita Cheng
PaulGarnett ‘

~ The true-up cannottakeplace in the fourth quarterof 2002 becauseAT&T reportsit actual
earningsfor thethird quarterduring the fourth quarter. Thus, the earliestthat true-up amounts
couldbecomputedandappliedwouldbe thefirst quarterof 2003.



What happensto “ConsumerRecoveryRates”ifAT&T’s WaiverRequestisgranted?

$ 11,770

$ 13,817

i~ =~

14.~

30.~. -

35.739..

AVERAGE INDUSTRY RECOVERY RATE (ConsumerOnly) = I

* AT&T’s Revenueis derivedfromTotal Toll Carriersusinga46%marketshare[Source:Figure5-9,U.S.RetailLong-DistanceVoiceRevenue

MarketShare:2000, FixedPublicNetworkServicesMarketTrends:UnitedStates,2000-2005, GartnerGroup, mc,Publication Date:June8, 20011

** Assumingthird quarter2002 FederalUSFContributionFactor,withoutthewaiverrequest,would be8.i6% , andgranting ofAT&T’s waiver
would reduceAT&T/Industry contributionbase.LowerContributionBasewill yeild lowerUSFcollectionby USAC.As aresult,USAChasto
increasetheir Contribution Factor for allcarriers to 8.46% -- anincreaseof0.3%- to ensurefull recoveryofprogramcosts.

NOTES:
- AT&T’s 2ndHalf RecoveryRatewill be12.4% withouttheWaiverand10.4%with theWaiverGranted--areduction of 2.0%.

File: USFLAG Exparteexhibit.xis
Folder:TJSFRecovery

Date:5/15/2002
Worksheet:ConsumerBenefit

ALL CARRIERS $ 7,496

B. WIRELESSSERVICEPROVIDERS:

ALL CARRIERS I $ 5,587

C. TOLL SERVICE PROVIDERS:

‘

ENDUSERDATA BY FILER -- 2001 499QAnnualized[1 Changein Recovery

CONSUMERONLY (From the Consumer- ~ RatesDueto AT&T’s
BusinessSplit Worksheet) I Waiver**

Revenue($Miffions) ShareoftheTotal (%) CONSUMERONLY

A. LOCAL SERVICE PROVIDERS:, I
0.3%

0.3%

1•4°4 -2.0%

0.3%

ALL CARRIERS $ 25,588 66.17%L4
~

TOTAL $ 38,671 ioo.oo%
~ ~‘‘,“~ “‘~

I

AT&T

Other

(46%)*

Toll Carriers(54%)


